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Abstract
Insurance industry has historically been influenced by many factors, either an internal or external nature, which have 
caused not only great losses but also have jeopardised the very existence of insurance and reinsurance companies. 
Recently, particularly during the last decade, when the development of the global economy and human society have 
reached a tremendous speed not recorded so far in human history, insurance companies come under growing pressure 
to manage, in an adequate manner, their profitability, risk and consumer loyalty in a challenging and ever-changing 
market. In the risky modern world, the basic characteristic of the insurance industry is the increased probability that 
the unexpected will happen. Compliance with the numerous pressures in an effective manner can be achieved through 
questioning, adaptation and redesigning of their own business. To achieve this, to be prepared for the unexpected and 
to be able to timely respond to the challenges laid before them, insurers and reinsurers must know and follow the 
trends and dynamics that characterises the global insurance and reinsurance industry. Our research has identified five 
key trends that are reviewed and presented in the paper. These trends affect the insurance industry and will determine 
the success of the insurance companies in the next decade. They are: integration processes, which encompass 
globalisation, consolidation and convergence, ever more frequent and intensified catastrofic events and the 
emergence of new risks, mainly caused by the emerging technologies.
© 2011 Published by Elsevier Ltd. Selection and/or peer-review under responsibility of [name organizer]
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1. Introduction
As a result for the need for the organised protection of human lives and property values, insurance had 
appeared very long time ago. From its origins, it was exposed to many changes, either of revolutionary or 
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evolutionary nature, which led to significant milestones in the way insurance activities have been done. So 
as a result of the first major disaster of modern times, the great fire of London in 1666, the first insurance 
company was established. With the discovery of the law of large numbers the foundations of the modern 
insurance have been laid and after the great fire of the 1842nd in Hamburg, where local insurance company 
Hamburg Fire Fund did not have enough capital to cover the damages, the first reinsurance company, 
Cologne Reinsurance Company, was established. In recent years, especially the last ten years, when the 
development of world economy and human society has reached a speed not recorded before in history, the 
changes that affect the insurance industry have become even more important. Including all the changes 
that occur in the insurance market, given their numbers and complexity, is challenging and never entirely 
feasible. With that in mind, only the identified most important changes and trends in the insurance market 
will be analysed. They are: integration processes, which encompass globalisation, consolidation and 
convergence, ever more frequent and intensified catastrophic events and the emergence of new risks, 
mainly caused by the emerging technologies.
2. Integration processess in insurance
Integration processes are ubiquitous in contemporary life and work, especially in economy sphere. 
Integration processes accomplished in order to achieve economic goals more efficiently have been present 
in the original association of individuals in families or tribes, and at the international level since the 
Roman Empire. Insurance is essentially based on the pooling of individuals who are exposed to the same 
type of risk, and the principles of reciprocity and solidarity. The development of insurance was 
encouraged by the development of international trade and was directly caused by the processes of 
connecting people in coastal areas of the Mediterranean. Following modern economic trends of economic 
integrations, the insurance sector is characterized by processes of globalisation, consolidation and 
convergence. All of them are essentially integration processes as in their essence are direct or indirect 
integrations in the insurance industry or insurance sector with other financial industries.
Globalisation processes, encouraged by processes of liberalisation and deregulation, are the most 
notable example of integration processes in the modern economy, including the insurance industry. These 
processes occur primarily in reinsurance, which is essentially an international business because it allows 
cross-border dispersion of risk. The need for the dispersion of risk has always been in the basic of the 
need for integration processes in the insurance industry. Insurance companies provide cross-border 
services by providing direct insurance in other countries from the home country or by establishing 
subsidiaries in other countries. The establishment of representative offices or acquisitions in other 
countries is much more common form of cross-border business of global insurers. In addition, 
globalisation of insurance and reinsurance is encouraged by the need to monitor foreign country 
operations of existing customers as well as the need for profit enhancement, which achievement is limited 
in saturated home markets in developed countries. The connection between the globalisation of business 
and improvement of insurers’ business performance has been proven in numerous studies, e.g. [Capar & 
Kotabe, 2003]. However, globalisation has its limits in the form of expensive entry in some markets, 
business complication and the need of increased product customisation.
Besides for global companies, the globalisation of insurance offers many advantages for markets in 
developing countries. These benefits include the development of new types of insurance, the application 
of best practices and experiences and the inflow of fresh capital. Certainly limits of the presence of major 
global insurance companies in regard to their local insurance companies, tow-away premiums and / or 
profits abroad and reduction of the total availability of capital and strategic economic and political 
influences must be taken into account. However, based on the more powerful positive impact, many 
countries are moving away from protectionist policies and state control towards more market access, that 
is they stimulate the arrival of foreign insurers. States seek to deregulate insurance so as to ensure a 
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stable, properly managed and successful industry, carry out the privatisation of state-owned companies 
and open their markets to foreign companies. The increased presence of foreign insurance companies in 
the countries of former Yugoslavia illustrates fig. 1.
Fig. 1 Participation of foreign capital in countries of former Yugoslavia during the period 2006-2009 
Source: authors' calculation, Insurance supervision Agency of Slovenia, Financial services supervisory agency of Croatia, National 
bank of Serbia, Insurance agency of Bosnia and Herzegovina, Insurance supervision agency of Montenegro i National insurance 
bureau of Macedonia.
As shown in fig. 1, during the period 2006-2009 in most countries of the region there was a larger 
share of foreign insurers, except for non-life insurance market in Croatia and the life insurance market in 
Slovenia, where the presence of foreign insurers was recorded higher in 2006 than in subsequent years. 
The majority foreign capital participation in insurance companies in all countries has been noticed more 
in life insurance than in general insurance, with the exception of the insurance market in Macedonia.
The process of globalisation of insurance and reinsurance combined with ever tougher competition in 
the insurance market is causing an increasing enlargement of insurers [Plunkett, 2006]. Consolidation is 
the integration of insurers through mergers and acquisitions. The process of consolidation is driven by the 
desire to achieve greater market power, reduce operating and fixed costs and achieve economies of scale. 
Also, the causes of consolidation in the insurance sector may include the need to enter national markets of 
developing countries that are otherwise completely closed to foreign companies. The introduction of third 
generation of directives that make Solvency I framework for solvency regulation of insurers in the 
European Union has further encouraged the consolidation of activities. In the period from 1990 to 2002, 
around 2595 mergers and acquisitions involving insurance companies from Europe have happened. The 
number of insurance companies in Europe in 2005 dropped to 5300, that is, by 0.8% compared to 2004, 
while 20 leading insurance companies in Europe generated about 50% of insurance premiums [European 
Insurance in Figures in 2005, 2006].
Regulatory changes, changes in accounting standards, changes in business practices and economic 
factors, such as economic growth, low interest rates, financial capital surplus, represents factors of 
consolidation in the insurance industry [Rezaee, 2001]. New regulatory frameworks in the U.S. 
(Sarbanes-Oxley) and the EU (Solvency II) will give further impetus to the consolidation in the insurance 
industry since it will give better treatment to bigger insurers. Consolidation allows the provision of 
adequate management skills for achievement of success in various types of insurance and improvement of 
market concentration and thus market power in existing markets. Of course, it is necessary to bear in 
mind that a higher concentration in the market caused by the decrease in bargaining power of clients, both 
individual and corporate insureds, essentially represents a socially unproductive trend. For that reason, 
there are regulations which aim to frame consolidation transactions with the aim of protecting public 
interest, and they include [Rezaee, 2001]: 1) capital requirements, 2) supervision institutions, and 3) 
maintaining market discipline. Also, the key problems for companies appear to be too high price that they 
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pay in conducting acquisitions, false assumptions about the strategic compliance of transactions and 
inefficient process of consolidation itself [Cooper & Finkelstein, 2004].
Observed in the short term, further realisation of mergers and acquisitions transactions is almost 
certain, given that both life and non-life insurance and the reinsurance industry exhibit similar tendencies 
in terms of relatively low valuation of companies shares, compared with the period before the financial 
crisis, low premiums in the non-life insurance due to the absence of significant catastrophic losses, poor 
reputation of some companies and some high-capitalization companies. Life insurers can expect a similar 
trend given that organic growth in the previous year did not give significant results and that sales volume 
declined because of the crisis are not yet fully restored to levels before the crisis.
In addition to insurance companies, financial needs of individuals and businesses have traditionally 
been fulfilled by banks, investment and pension funds and investment companies. In the late eighties and 
especially during the nineties, the concept of convergence has been created and developed. Convergence 
occurs at three levels, the level of supply of financial services, and the level of the services and at the 
level of financial advisory.
Historically the first form of cross-industry integration occurs at the level of supply or sale of 
insurance services and is realised on the basis of linking banks and insurance companies. These forms of 
integration are known as bancassurance. The highest level of integration in the sphere of financial 
services deals is the formation of financial conglomerates, which typically combine provision of 
insurance and banking services and intermediation in financial markets. The leading financial 
conglomerates based in the European Union according to the state in 2010 include among others the 
following [European Commission, 2010]: Grawe, Uniqa, Axa, Allianz, Irish Life and Permanent, 
Generali, ING, and the only group from the former Yugoslavia, the Slovenian Triglav insurance group. 
Application of these forms of integrations is motivated by the reduction of costs of sales of insurance 
services, achieving inter-industry competitive advantages and opportunities to achieve additional returns. 
The negative aspects can be expressed in terms of financial contagion, the fact that was demonstrated by 
the global financial crisis [0DURYü	1MHJRPLU].
The convergence of various services within the financial sector is historically the longest, with the 
exception of bancassurance, exercised at the level of consultation and advisory services within the 
services such as accountants, lawyers, and consultants for risk management, financial planners, insurance 
agents and the like. This convergence of perspectives has advantages in terms of securing economies of 
scale and thereby costs reduction, especially considering the package of financial services to corporate 
clients. The disadvantage is the fact that advisors base their work on conditional fees and could 
deliberately give wrong advices to customers.
The trend of convergence of insurance and other financial services is also present at the product level. 
The emergence of alternative risk transfer mechanisms is primarily caused by limited capacity of 
insurance and reinsurance markets that are caused by increasing probability and intensity of adverse 
events [Njegomir, 2011]. In addition to adverse events for the development of alternative risk transfer 
insurance mechanisms the increase of capital requirements by rating agencies was especially important. 
On the other hand, the growing investor interest in investing in instruments linked to insurance risk is 
noticeable. The increased interests by investors have appeared as these instruments provide relatively 
high yields that are uncorrelated with other instruments in the portfolio [Njegomir, 2008]. Also, the 
development of these forms of risk transfer is facilitated by the new solvency regulation at the EU level, 
called Solvency II [Njegomir, 2009]. Namely, by equal recognition and treatment of risk transfer 
mechanisms - reinsurance, hedging and securitization, requiring only proof of insurance companies on 
their real contribution to risk reduction, Solvency II will give insurers incentives to optimize assets and 
risk reduction incentive to the development of alternative risk transfer mechanisms, such as the 
securitisation. Application of alternative risk transfer mechanisms until now has showed no significant 
shortcomings except relatively high structuring costs and the existence of basis risk [Njegomir, 2006].
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3. Catastrophe losses trend and their impact on insurance industry
Catastrophic damage is characterized by simultaneous realisation of one or more catastrophic hazards 
(e.g., earthquake, hurricane, fire, flood, nuclear risks) in a very large number of facilities, with high 
human and financial losses [0DURYLü & äDUNRYLü 2002]. According to the definition of Insurance 
Information Institute [2011], catastrophic damages are damages caused by natural or human factors that 
are unusually large and affecting a large number of insurers and insureds. With the aim of providing a 
quantitative definition of the term catastrophic losses, Property Claims Services, an integral part of 
Insurance Services Office in the United States, catastrophic loss is any adverse event with an insured 
property value lost equal to or greater than $ 25 million and that negatively affect a significant number of 
policyholders and insurers [Insurance Services Office, 2011].
Thanks to economic development, technical and technological progress, the development of medicine, 
the globalisation of business, increasing population and economic values, individuals, companies and 
society as a whole today are exposed to more risk than ever before. For example, the development of 
medicine has enabled a longer life span, but the longer life expectancy led to the creation of new risks and 
the need to cope with uncertainty regarding the provision of funds for old age. In a world characterized by 
a trend of increasing interdependence between countries and businesses, achievement of a catastrophic 
event, which likehood together with consequences constantly grows up, the existence of national borders 
is less and less recognisable, which clearly demonstrate the newly-created phenomenon of global 
terrorism. In the U.S., for example, in the period since 1900 to 1929 the annual average of accidents 
recorded was 1.7 while in the period between the 1980 and 1989 18 was realized, and in the last ten years 
the number has increased to 38 [EM-DAT, 2011]. In some fields such as in the aviation and rail transport, 
the number of accidents fell but their intensity increases, in relation to the frequency of travel and number 
of passengers or amount of cargo to be transported. The increased probability of loss events is ilustrated 
by fig. 2.
Fig. 2 The trend of increasing number of disasters since 1970
Source: Rogers, Brian, Mehlhorn, Jens and Schwarz, Susanna: Natural catastrophes and man-made disasters in 2009: catastrophes 
claim fewer victims, insured losses fall, Swiss Re, Zurich, 2010
Apart from the increased probability of adverse events, the other determinant that influence risk, the 
intensity of the consequences of adverse events, also increases. Concentration of people, buildings, 
factories and infrastructure per unit of land nowadays means that loss events with the same intensity 
could threaten more people and cause more damage to property than before [Njegomir & Maksimovic, 
2009]. For example, according to OECD estimates [OECD, 2003], repeating earthquake in Tokyo from 
1923 would caused damage eaqual to approximately 75% of Japan's gross domestic product. Fig. 3 
illustrates the increased economic and impact of loss events from man-made and natural catastrophes on 
insurance industry during the period 1950-2006.
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Fig. 3 The economic and impact on insurance industry of loss events from man-made and natural
catastrophes during the period 1950-2006 (values are denominated to 2006 U.S. dollar value)
Source: NatCatSERVICE, Geo Risks Research, Munich Re, 2007
As can be seen from the graph, there is an increase trend in value of losses from the realisation of 
catastrophic events, especially at the beginning of the new millennium and during the nineties of the 
twentieth century. While insurance covered catastrophic losses in the period between the 1970 and 1989 
cost insurance market on average $8.3 billion dollars a year, during the period between the 1990 and 2007 
they cost on average $32 billion a year. Events such as hurricanes (especially the hurricane season of 
2005 in the U.S. when catastrophe losses cost insurance industry more than $90 billion, with most 
devastating Hurricane Katrina whose sole cost to the insurance industry was $68.5 billion), floods (for 
example, in the UK floods in 2007 have caused unprecedented damage in 60 years), earthquakes 
(Northridge earthquake in 1994. year, an earthquake in Kobe, Japan in 1995. and the earthquake in 
Sichuan Province, China from 2008) tsunamis (e.g., tsunamis that hit Thailand in 2004 and Myanmar in 
2008), terrorist attacks (e.g., an attack on the World Trade Center on 11 September 2001 cost insurance 
industry about $ 22 billion, in 2007 dollars) and others, produce a growing adverse consequences for both 
the insurance industry and the global economy. Particularly strong impact catastrophic events have made 
to reinsurers. Fig. 4 illustrates the negative impact that the realisation of catastrophic events had on the 
reinsurance market.
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Fig. 4: Share of reinsurers in the payment of catastrophic damages covered by insurance
Source: Overview & Outlook for the P/C Insurance Industry: An Industry at the Crossroads, Insurance Information Institute, New 
York, April 23, 2007
Specifically, insurers, even in conditions of high exposure to certain catastrophic risks, such as for 
example the risk of hurricanes in Florida, can achieve the minimisation of risks by allocating the available 
capacity on the risks that are not correlated with each other, in this case that are not correlated with the 
risk of hurricanes in Florida. Unlike insurance companies that are directly informed about the risks in the 
portfolios, reinsurers obtain information indirectly, through insurers. That is the reason why reinsurers’ 
ability to identify catastrophic risk exposures is reduced.
The realisation of ever more frequent catastrophic events with ever more intensive consequences led 
to problems of managing a large number of damage claims, but primarily to the problem of limited 
capacity of traditional reinsurance and retrocession market. One of the consequences of limited capacity 
and very high insurance premiums is the emergence of the previously described alternative risk transfer 
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mechanisms that enable risk transfer to the capital markets. It also created new forms of cooperation 
between public and private sector, where the state instead of directly recovering the costs of adverse 
events seeks to encourage private initiative by forming insurance pools where only the highest levels of 
adverse events are borne by the state.
The realisation of catastrophic losses is also present in countries of former Yugoslavia. However, the 
main problem in the region is a small insurance penetration and density and almost exclusive reliance on 
public funds in financing catastrophic consequences. With that in mind, the World Bank in 2006 initiated 
the development of an insurance pool for catastrophic risk coverage for Southern and Central Europe 
(Albania, Bulgaria, Croatia, Montenegro, Bosnia and Herzegovina and Serbia) in order to stimulate 
households and businesses to sign contracts of insurance against catastrophic risks. It is expected that the 
project will start with the start of the reinsurance facility called Europa Re in January 2012.
4. New risks and implications on insurance industry
Insurance is a conservative business based on the application of mathematics and statistics and careful 
investment of collected premiums in order to comply with the obligations of both insureds and all others. 
However, insurance companies do not operate in isolation and the world around them is characterized by 
constant change. Constantly changing environment generates new risks. For example, the process of 
globalisation has caused the emergence of risks that were previously assumed to be not significant or that 
does not exist. The realisation of the global financial crisis is one example of the manifestation of 
systemic risk, which likelihood is increased by globalisation. Also, the realisation of political risks in the 
countries of North Africa that were considered [AON, 2011] relatively stable, is an example of a sudden 
manifestation of risks with significant economic consequences. The importance of timely identification of 
the impact of new risks is evidenced by asbestos contamination. Although the risks of diseases caused by 
asbestos, primarily cancer, have not been anticipated in the seventies, they have realised. Over the past 
two decades, insurance companies have continuously been faced with new claims. Thus, asbestos have 
caused tens of billions of dollars costs to the insurance industry. A similar situation is possible with new 
technologies, especially nanotechnology, biotechnology and information technology.
In the case of information technology, the greatest risk that has manifested so far has been the cyber 
risk. This risk did not exist before 1995. The cyber risk occurs and changes continuously with the
development of the Internet and constant increase in the number of private and business Internet users. 
All individuals and companies that achieve presence on the Internet in any form are exposed to cyber 
risks. The best known examples of cyber risk exposures, with regard to the financial impact and media 
attention, are confidential information theft. According to the Federal Trade Commission’s estimates 
these thefts adversely affects about 10 million people and cause unwanted costs of approximately $50 
billion a year. Also, there are many case studies that indicate that the risks associated with implementing 
information technology can affect many other types of insurance coverage. For example, a hacker attack 
on a computerized control system for irrigation in Australia caused flooding of parks and rivers and 
pollution of water [Marshal & Weiss, 2008]. Endangering public services by hackers’ attacks could cause 
significant damage on the basis of various types of insurance polices. Insurance companies must take into 
account the above scenarios in risk management and rating. In addition to the risks and benefits of the 
direct use of information technologies they provide development opportunities for insurers. Insurance 
products related to information technologies, which are present in our region, are insurance coverage for 
computer hardware. However, the functioning of information systems interruptions caused by software 
errors, viruses or other conditions are usually excluded. Recently, with the aim of exploiting opportunities 
for business development, insurance companies have begun to offer policies that cover risks associated 
with information technology. Although security conditions vary, this type of insurance can provide 
coverage for direct and for damage caused to third parties, coverage that was not existent before.
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Nanotechnologies are technologies that are based on the application of components whose size is 
measured in nanometers. A nanometer is a billionth of a meter, or the picturesque, the diameter of human 
hair is about 80,000 nanometers. Application of nanotechnology potentially offers unimagined 
possibilities in many areas such as data transfer speed, improved methods of treatment and prevention of 
various diseases, including currently incurable, the production of quality products at lower prices, 
reducing pollution, rational use of limited resources and so on. However, scientists point out that the 
application of nanotechnology could lead to the realisation of risk, although these are not currently 
possible to identify. Possible risks might lie in the domain of influence on human cells and biological 
processes, the possibility of their biodegradability and the elimination from land, water or air, the 
ownership of property of inventions related to nanotechnology, as well as in terms of the potential 
cataclysmic effects of these technologies in the case of self-reproduction. Careful testing and monitoring 
of negative manifestations of nanotechnology applications are necessary for the insurance industry in 
order to eliminate possibility of repetition of negative experiences in the past, as was the case with 
asbestos pollution.
An organization that represents biotechnology sector in the U.S. (BIO) defines biotechnology as the 
use of cellular and biomolecular processes in solving problems or making useful products. The simplest, 
biotechnology involves the use of living organisms in creation of useful products. Modern biotechnology 
offers many advantages by creation of new industries and products. Biotechnology has enabled 
developments in pharmacy, medicine, manufacturing of mechanical organs, agriculture and various other 
industries. In addition to creation of new opportunities, biotechnology has led to the creation of new risks, 
related primarily to legal, ethical and moral issues. These problems are particularly relevant to potential 
users of genetic information, such as employers, pension funds or insurance companies. An example of 
the complexity of the legal, ethical and moral aspects of application of biotechnology and especially 
genetic information is the issue of acceptability of the use of genetic information to refuse, limit or cancel 
insurance coverage. These aspects are expressed mostly in the form of fears that biotechnology and its 
application may cause unknown hazards to human health, environment, biodiversity and excessive 
political influence of multinational corporations. In the very beginning of the industrial development of 
biotechnology or genetic engineering, for example, these risks were included within general liability 
insurance. With the increasing public debate, insurance companies excluded or limited insurance 
coverage for liability risk for these companies. Bearing in mind that liability insurance is particularly 
vulnerable type of insurance coverage, it can be expected that the supply of this type of insurance 
coverage in the future would be based on the principles by which insurance coverage for similar risks is 
now offered to pharmaceutical companies.
5. Conclusion
The insurance sector is inherently characterised by the integration processes. The globalisation of 
business, capital consolidation and convergence of insurance with other financial services offers many 
opportunities and dangers that insurance companies must be aware of when deciding to participate or not 
in the integration processes.
Increasingly, the realisation of ever more damaging catastrophic events is one of the most pronounced 
trends that characterise the modern insurance industry. This realisation of catastrophic losses undermines 
the foundations on which the insurance is based. By limiting insurance industry’s capacity such trends 
leads to high insurance premiums that threaten vital economic and social role of insurance - the protection 
of policyholders. Given the trends demonstrated so far it is almost certain that these trends will affect the 
insurance business in the future. As a result, insurance companies must adapt by developing innovative 
solutions. The anticipation and adaptation is not only in their own interest but also in public interest.
The emergence of new risks associated with information technologies, biotechnologies and 
nanotechnologies is evident. The ability to identify, measure and treat new risks will contribute to 
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technological advances in the future. Technological advances will in turn create unimagined possibilities 
for improvement of human life and work and thus development opportunities for insurers. However, 
insurers must be aware of new risks that new technologies might carry with them and must be able to 
identify, assess and determine their own abilities for the acceptance or rejection of these risks.
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